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handling government guarantees. The SDMS provides a framework for a
stricter handling of government guarantee. Loan and guarantee issued would

be charged interest and this encourages responsible and efficient use of the

property.

The year 2006/07 has marked a slowdown in the net issuance of government
debt compared to the previous year. The MoF tool is a step of refinancing
maturing short tem debt with longer-term maturities and intends to continue
this way. MoF intends to give investment opportunity to Parastatals by
allowing them to participate in the issuance of debt instruments; this will

decrease the borrowing needs of the government.

3.6. Aggregate Expenditure Estimate

This is the macroeconomic framework that shows the aggregate level of
expenditure. It contains total government wages, other goods and services,
interest, total transfers and capital expenditure. It indicates the broad
economic categories rather then allocation of resources among sectors.
Aggregate expenditure estimate assists in assessing the sustainability of

expenditure policy and therefore improve the budget preparation process. The
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estimates cover the forward costs of large investment projects, projections to
more important entitlements and aggregate projections of other expenditure by

function and broad economic category.

Despite the problem identified in the system the government has indicated its
effort to ensure a perfect system in controlling the public fund. It introduces
different tools to improve the efficiency of its MTEF. However it needs
skilled and honest personnel to carry out the operation because the best system

with incapable personnel will not yield the required outcome.

3.7. Resources Allocation and Operational Efficiency

With the implementation of MTEF, the two approaches are employed to
allocate resources and promote operational efficiency. A top down approach
whereby the MoF gives guidelines to spending Ministries and a bottom-up
approach, with line ministries presenting requests for budget allocation to the
MoF. Both approaches are used as leaving one will lead to adverse outcomes.
Thus, the articulations of both approaches are essential since it determines

how priorities and fiscal targets would be taken into account over the budget

preparation process.
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3.7.1. Top-down approach

MOoF notifies the line ministries with initial budget ceilings. Line ministry i.e.
are required to preparing their requests. The process last, about 2 month,
allowing line ministries to translate guidelines into budget envelopes. Cabinet
is responsible for deciding the line ministries ceilings. This is done to ensure
that the ceiling fits the aggregate expenditure and are consistent with the

macroeconomic framework.

3.7.2. Bottom-up approach

Spending Ministries are responsible for preparing their request within the
spending limits provided. Depending on severity of fiscal constraint and the
organization of the budget preparation process, additional requests for new
program could be allowed. But MoF does not promote the tradition of
additional budgeting. Thus one of the MTEF objectives is to improve
financial planning in line ministries by increasing the predictability of the
available resources, in other word, limiting the line ministries to request for
additional fund. Moreover, the additional request for new program must

clearly indicate the purpose and where appropriate an estimate of the demand
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for the service to be provided should be stated. These requests must be

inevitable and cannot be put on hold for the main budget.

The line ministries budget request outlines the amount necessary to continue
the current activities and programs, proposals and costing for new programs.
In addition to that they are also expected to submit a brief policy statement
spelling out their objectives, expected outcomes, realistic and relevant
performance indicators including results from the previous period and
expected performance for the future. A statement of how the line ministries
intend to achieve the objectives, proposals for achieving savings and boosting
efficiency and clear measures for implementing the proposal effectively.
Budget preparation in every country should be framed within a medium term
macroeconomic framework. Two approaches used by Namibia increases the
responsibilities of line ministries in budget preparation. In analysing the
process it shows the government has done much to put in place different tools
to ensure the success of MTEF, however the study discovered there are no
control measures to improve the MTEF’s efficiency. Thus, close coordination
in preparation of different components is essential to ensure the successful

implementation and execution of the budget.
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Chapter 4

4. Evaluation of MTEF

Namibia has implemented its first MTEF in 2001/02 covering the period of
2001/02-2003/04 with the aim of improving budget planning. The target set
that time were the average deficit as share of GDP at 3 percent, whilst the debt
ratio should be below or at 25 percent, (Macroeconomic and budgetary

framework 2005/06-2007/08).

The first MTEF indicator has shown that the government could not achieve the
targets set for both deficit and debt as ratio of GDP. Throughout that period
the deficit stood at 4.8 percent whilst the debt were 27 percent. This is due to
the effect of the exchange rate that affected the revenue outturn. Furthermore,
in 2003 personnel expenditure were high and there was narrow expansion in
nominal GDP. This indicates that the government has failed to reach its

official programme goals on deficit, expenditure and stock debt as the actual

outcome was above the target set.
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For the duration of the second MTEF an improvement on deficit trend was
recorded with an average of 4,2 percent, however the debt ratio deteriorated
moving from 27 percent to 30 percent. Currently the government is of the
opinion that deficit will improve further to have the expenditure control
because of some measures that were implemented aimed at improving
revenue. Equally, the debt to GDP ratio was said to remain constant at
average of 30 percent over the MTEF period. During the current period,
2005/06-2007/08 debt to GDP ratio is expected to decrease from 33,4 percent

to 27 percent.

Below is a MTEF table outlining the deficit trend and debt ratio as percentage

of Gross Domestic Product from implementation to the current period.
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Table 3 Medium Term Expenditure Framework implementation

72001/02 | 2002/03 | 2003/04 | 2004/05 | 2005/06 | 2006/07 | 2007/08

Deficit, 42 26 75 24 1.1 12 0.8
%GDP
Debt, 26 25 31 34 33 30 27
%GDP

Deficit,
%GDP
Debt,
%GDP
MTEF2
Deficit,
%GDP
Debt,
%GDP

MTEF3

Deficit,
%GDP
Debt,

%GDP

MTEF4

Deficit,
%GDP

Source: Ministry of Finance (2006:39) adopted MTEF 2005/06-2007/08.

MTEF policy agreed on sector objective, output and activities, (MTEF
2001/02-2003/04). The agreement has culminated in the publication of MTEF
and PEMP in 2001. Since then the MoF publishes the MTEF an annual

document which is the annual budget. The document provides brief



58

information on the macro economic outlook fiscal development over the last
few years’ public Finance management, fiscal policy outlook, expenditure
priorities and medium term plans. Line ministries were requested to establish
ministerial budget committee. The committee serve as a strategic decision-

making body that will enhance participation, transparency and accountability.

4.1. Fiscal policy framework

Budgets as a plan of the Government intends to in achieve the country’s
economic objective, looks at fiscal policy tools to contract the economy. Fiscal
tool is a policy that sets out rules and guidelines to be followed while
managing matters that concern state or public treasury, thus it is a deliberate
adjustment of government revenues and expenditure. The government’s key
objective for fiscal policy is to ensure sound public finance and the impact of
spending and taxation should be fairly imposed on both current and future
generation. The government should ensure that future generation would not
be adversely affected by unnecessary debt. This year’s, 2006 main fiscal tool
for the government is the National budget itself, which is used to accomplish
the development goals. In order for the government to change the micro and

macro economic outcomes, it uses tax system or government expenditure
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fiscal instruments. So these instrument deals with the actions of the

government in collecting revenue through taxation measures and spending that

tax revenue to influence and direct conditions of the national economy as a

whole.

The government uses it to address the need as well as to draw

resources from the economy through the tax system.

The above-mentioned objective determines how the fiscal rule should be

judged. There are economic rules such as: -

The golden rule, that states that the government would only borrow to
invest. In 2003/04 budget the Namibian government borrowed to
finance operational expenditure, that is the year in which high deficit
was recorded. Thereafter the government has implemented strict
measures to ensure that borrowing would be only for financing
development expenditure.

Sustainable investment rule, public sector net debt as a proportion of
GDP will be held at prudent level, with the overall aim of attaining the
macroeconomic stability and laying a foundation of sustainable
economic development. . The Minister of Finance in her budget

presentation stated that responsibility should be the guiding procedure
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in fiscal policy and the government would not allow the future
generation to bear the burden of debt.
The major participants in the economy such as households, firm and foreign
sector determine fiscal policy development. Government economic activity
constitutes of expenditure on goods and services, taxes levied on firms and
household and transfer of payments of income and expenditure from the

wealthy to the poor.

During the last three years marginal revenue increased moderately whilst the
expenditure increased steadily. In 2003/04, the budget recorded the highest
deficit of 7.2 percent of GDP. It came as a result of more spill over effects of
the external shocks due to appreciation of Namibia dollars against US$ and
other major currencies. Foreign trade is one of the major sources of fiscal
policy in Namibia, thus negative effect on exchange rate to external oriented
business resulted in high deficit because revenue was not received as expected.
Because of previous experience, the government imposed strict limits on
expenditure growth. These measure are directed at improving the revenue
collection and it paved a way for fiscal consolidation. Currently it is estimated

that the budget deficit will reach 1.1 percent of GDP. It is hoped to have
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expenditure under control and to improve revenue collection as well as

upward the revision in GDP projection.

Regardless of the government failure to attain its official goals and poor
performance in 2003/04 financial years, government fiscal policy actual
outcome produced good result. The government is still able to control its debt
and funding of its project without relying on donors aid. With the current
promising estimate this indicates that MTEF tool did not fail the government

plan hitherto.

4.2. Macro economic goals of fiscal policy

The current year’s budget (2006/07) macroeconomic goals of fiscal objectives
are to foster growth and to ensure long-term fiscal sustainability. The
objectives are geared towards fiscal prudence and engaging in activities that
enhance the country’s economic growth. It also focuses on refining further the
process of program budget that was introduced last year’s (2005/06) budget
with the emphasis placed on outcomes of these programs. The macro
economic goals as stipulated in 2006/07 budgets are poverty alleviation,

creating of employment opportunity through accelerating the economic growth




62

and to ensure stability. In order to achieve these objectives the government
has decided to prioritise the education, health, social welfare, infrastructure

and productive sectors.

The 2006/07 budgets is categorised as a pro poor and pro growth and
developing the rural areas where most of poor reside. It prompts growth
through improving resource allocation on the development of infrastructure
such as road railway, school, health facilities, water and electricity. It is set to
ensure stability by achieving low debt level both domestic and external debt
without reducing the investment. So, this will be attained through promoting
the investment, productive sector and supporting intervention. The budget
strikes the balance between two priorities, which is improving fiscal

consolidation and increasing investment for economic growth.

It is stated that the government effort to address imbalances and keeping the
public debt low is being realized. Namibia has a balance fiscal policy, which
is confirmed by the recorded fiscal consolidation. Furthermore, the
investment undertaken by private sector both internal and abroad is an
indication that government macro economic policy has been successful.

Namibia should sustain the prudent macro economic policies and tackles
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challenges such as prevalent HIV/AIDS, wide spread poverty and the current
high unemployment which is raging at 37 percent now in order to keep

medium economic outlook at balanced.

4.3. Micro economic goal of fiscal policy

Macroeconomic is mainly focused on long-run growth; however, in the short
run it can adversely affects the poor or disproportionately large effect on some
groups. This indicates a need of designing social safety nets to mitigate the
adverse effects of economic reform measure on the affected group. Thus, the
government micro economic objective is to distribute the income equitably
and allow more people to share in the economic prosperity being created. The
current years budget speech (2006/2007) budgets is a pro poor pro growth
budget, uses transfer system and safety nets to benefits the vulnerable in the
society such as orphaned children and elderly. Thus, the grant for elderly

people has increased from N$300-00 to N$370-00 per month.
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4.3.1. Poverty reduction

Reduction of poverty and inequality will be successful if resources are channel
on the most vulnerable. During 2005/06 the government avail more resources
to increase the social pension by 23 percent. The government target is to
ensure that 95 percent of potential beneficiaries are able to receive payment
under the scheme.

During 2000/01 the government announced that it secured fund to pay an
allowance of N$500-00 per month to ex-combatant. This did not happen due
to unforeseen factors, even though plans are under way that the payment will
start by 2007 following demonstration by ex-combatants. This payment does
not cover the whole group but only the elderly. On the other hand more than
3000 ex-combatants were reintegrated into the Namibia Defence force, Police

Force and Prison Services.

4.3.2. HIV/AIDS

HIV/AIDS is the concern of the whole nation affecting every sector of society.
Thus, the government decided to prioritise its spending on AIDS programmes.

When supports are necessary, additional resources would be made available.
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At the end of 2005,the government released resources to support antiretroviral
programme in all district hospitals. It also continues to fund special
HIV/AIDS programme to mitigate its effects on education of the nation’s
children. The government has made a provision for the impact of HIV/AIDS
related treatment of its employee. In addition, it decided to channel the
resources from development partners to these social programmes to provide

more funds and ensure that those funds are properly utilized.

4.3.3. Orphans and Other Vulnerable Children (OVC)

The government made an allocation to the registration of orphans and
vulnerable children. This will enable the government to identify them and
ensure that they receive the necessary assistance. It also expanded the

coverage of antiretroviral treatment.

Currently, government provides social support to over 28187 thousand
Orphans and Vulnerable Children. The numbers of OVC covered by
maintenance and foster care grants increased by over 70 percent in 2005,

(Budget statement 2006/07). The exact number of OVC would be
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complemented by the national census. This will enable the government to

make a better plan and enhance service delivery.

4.3.4. Economic and Social Development

Corruption reduces social and economic development by diverting resources
from what it had meant for and misused or used for personal purpose. Thus
the 2005 MTEF included funds to launch the Anti-Corruption Commission.
The commission is working with the existing law enforcement agencies to

help to reduce corruption.

4.4. Government Achievements through expenditure

It is the government plan to achieve the development goals and improve the
living condition through its expenditure. Through its expenditure, the
following development goals have been realised (Budget Speech 2005/06): -
273 classrooms were built and renovated in schools under the Basic Education
Upgrading and Renovation of Education Facilities Programme, over 315
locations in rural are as have been electrified through Rural Electrification

Programme, rural areas in different regions provided with 20 clinics, several
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water pipeline projects have been completed across the country, 123
kilometres of roads were built through labour intensive methods, phase I and
I1 of the Northern Railway Extension has been completed, a new Transmitter
Network for the National Broadcaster was established in Tsumkwe,
HIV/AIDS awareness campaigns are yielding results an encouraging trend is
that the rate of infection among pregnant women decreased from 22 percent in
2002 to 19.7 in 2004 and industrial parks at Opuwo, Omuthiya, Khorixas,

Ondangwa and Ovitoto were completed and successfully launched

4.5. Macro economic Stability

Economic stability is an essential precondition for achieving the government
objectives of high stable levels of growth and employment. The country’s
macro economic policy framework should be aimed at stability, avoiding the
cycles of boom and burst to occur. If the country experiences economic
instability more costs are likely to be imposed on the economy and society at
large. Business and individuals would have difficulties to plan their future
because of economic uncertainty that lead to low level of investments which
reduces the potentials for long-term growth. Furthermore, high and volatile

inflation has significant costs. Volatile inflation makes it difficult to
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distinguish the cause of price movement in the market that results in
inefficient resources allocation.

Fiscal policy situation affects the Macro economy. Thus, there is a need to
monitor the changes in economic activities, household behaviour, the rate of
inflation, development in the external environment that includes the changes
in exchange rate. Fiscal policy is an essential tool for an overall economic
development that contributes to sustainable economic expansion. It is realised
through resource allocation and mobilisation, meaning that, the government
mobilise resources from the national economy and reallocate it back to the
economy. The 2006/2007 budgets is a set within macroeconomic benchmarks
that ensures stability. It is aimed at controlling the debt level both domestic
and abroad, promoting investment in the productive sector as well as

supporting interventions that would create wealth and employment.

The government Medium Term Expenditure Framework and the proposed
budget, strikes the balance between two priorities. It improves fiscal
consolidation and increase investment for economic growth. The government
uses fiscal policy tool to accomplish the development goals. It need to address
the urgent needs whilst exercise care in drawing resources from the economy

through taxation system. It uses tax system to raise resources to finance public
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programmes. It also set, the incentive to encourage economic activity that will
lead to job creation and economic growth. The government made effort to
address imbalances and control over public debt by allowing private sector
investment in the country and abroad. The budget’s revenue projection
foresees an increase in the collection of 8.1 per cent. It will be realized due to
increase in domestic tax collection, which is estimated to increase by 22
percent. Part of the plan was already achieved and no major alteration was
made in the tax rate. Amongst the measures of increasing domestic tax
collection is clamping down the tax evaders. So far this measure has boosted

the collection of income tax and Value Added Tax.

As part of attaining macroeconomic stability the government has implemented
the development program such as building and renovating schools, supplied
electricity and water supplier, to the rural areas etc. these yield good results.
The said program does not only improve the living conditions, but also
contributes to the expansion of economic activities. This shows that MTEF
outcome are benefiting the public. Namibian economic and political stability
continues to assure the confidence of domestic and foreign investors.
Economic prospects had improved, however the country is facing major

challenges ahead. Pressures for redistribution in a highly dualistic economy
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are likely to increase. Hence Public sector reform should encourage economic
growth as well as ensuring fiscal transparency and sustainability. Fiscal
transparency needs proper socio-political, legislative and economic settings. It
is essential for effective participation by the legislative and civil society and it
encourage better decision-making by governments and accountability.
International Monetary Funds (IMF) mission (IMF 2006) predetermined that
the government’s macroeconomics and medium term fiscal policies have
delivered exceptional results but it faces major challenges of wages of civil
servants. Instead of spending, that much in wages it should channel the funds
to poverty reduction and developmental programmes. It should determine the
right structure, quality, and remuneration of civil service. The 2006/07 budget
was tabled against the background of a stable macro economic environment.
During 2004 the real GDP grew by 5.9 percent whilst inflation remained low
at the annual rate of 3.9 percent per annum. However the government still
have a great challenge of ensuring that all part of society benefits from

economic growth.

On medium-term fiscal policy the IMF mission (IMF 2006) recommended that
Namibia should keep the public debt ratio on a downward trajectory. This can

be done when the country runs a surplus budget in most of the years. With the



71

expected decline in Southern Africa Customs Union (SACU) revenue, it will
be a challenge to Namibia’s substantial medium term development need that
require increased outlays for health, education, poverty reduction and
infrastructure. The government needs to develop a clear and specific medium-
term strategy to improve revenue collections in a sustainable manner and
reorient spending away from wages and subsidies toward priority sectors.
Such strategy would allow Namibia to reduce poverty and maintain social
cohesion. It would also allow Namibia to make faster progress in achieving
the Millennium Development Goals (MDG).

The country has a positive prospect for the domestic economy with a real GDP
expected to grow by 3.2 percent in 2005 and by 3.9 percent in 2006. In 2007
and 2008, the forecast growth rate is 4.0 percent and 3.3 percent respectively.
Even though the MTEF failed to attain its official goals, the budget has made
quiet a remarket changes in the economy, the growth in GDP, and
development programme that has been accomplished since the inception of
MTEF. Although the economy is on a right trajectory much still needs to be
done because the current economy has a narrow base and depends on exports
of raw products. Efforts to diversify the economy should be pursued in order

to achieve the targets in Vision 2030.
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4.6. Changes of economic activities

Macroeconomic and budgetary framework (2005/06-2007/08) has indicated
that the country’s Gross National Disposal income has been increasing in
nominal terms by 12,7 percent for the past three years. However in 2003 there
has been recorded a slow down to 9,9 percent result. This year 2006 the real

GDP is expected to increase to 4.5 percent due to the strong mining activities.

The IMF mission (2006) has indicated that Namibia’s real GDP growth will
increase to 4,5 percent this year because of the mining sector. However, he
proposed that the government should double its effort to support private sector
activity in order to enhance the flexibility of the labour markets, facilitating
the entry of skilled foreign workers, reducing administrative obstacle to
business and improving access to financial services. The effort would also be
conducive in raising Namibia’s external competitiveness over the medium
term. The IMF had also commended the country fiscal consolidation of the
last two years that reduced the deficit from 8 percent of GDP to close to
balance (Namibia Economist 17-23 /11/2006). For the past three years, the
final consumption expenditure has indicated a favourable trend of a

continuous slow down on average this was perching at 74 percent during the
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past three years in contrast to the 79 percent of the previous years. There has
been also an improvement in the country’s saving investment gap during the
past three years. To the developing country like Namibia, this is supposed to
bring a positive development as it avails more resources for development.
Though saving investment improved the country’s high capital investment
outflow to South Africa remains a problem. Thus Namibia’s gross fixed

capital formation has been lower relations is its to gross saving.

4.7. Domestic Credit

Domestic credit has great impacts on investment and consumption. Its
performance can be charged by the lending rate prevailing at the time,
(Macroeconomic and budgetary framework 2005/06-2007/08). In 2001
Namibia’s domestic credit increased by 16,7 percent because of a decline in
lending rate. In the course of 2004, Namibia domestic credit increased to 18,9
percent due to relaxation of the repo rate, which translated into lower lending

rate.
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4.8. Inflation Developments

In 2001 the, average inflation was around 9,3 percent whilst in 2002 it moved
to 11,3 percent. The deteriorating trend recorded on average annual inflation
rate came because of depreciation of the Namibia dollar against the major
currencies coupled with climatic conditions that adversely affected agriculture.
In addition foreign prices has influenced inflation in Namibia, of which 70
percent of it imported inflation from South Africa from where it imports 80
percent. Conversely, there has been an improvement on average inflation rate
of about 7,3 percent in 2003 and 4,2 percent in 2004. Furthermore, BoN
(2005) annual report has reported that in 2005 Namibia has experienced a
lowest inflation ever since its independence in1990. The year has recorded an

average of 2,3 percent much lower than 4,2 percent recorded in 2004

Right through 2005/06-2007/08, the inflation development has followed the
monetary trend. In 2005 the economy has recorded moderate inflation, strong
external surpluses and robust growth. The real GDP rose by 4- percentages
because of good performance in Agricultural sector, retail trade,
telecommunication and financial services. In mid 2005 inflation has bottomed

out to the average of 2-% percentages. In 2006 the inflation is projected to
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increase by 5 percent because of higher oil prices and the depreciation of
Namibia dollar fed through to domestic prices. The inflation performance can
be linked to measure taken by government since the inception of MTEF to

reduce the deficit.

The analysis finds out that MTEF has failed to reach its target, as since its
commencement the deficit and debt is over the target set, nevertheless,
operational goals produced exceptional results as a lot has achieved. This has
been proven by different social programme introduced other macro economic
achievements. On the other hand even if the economy is stable there a danger
of relying in a narrow base of sources and the dependence on exporting of raw
material. Thus the government should expand it sources so that it can reach its

vision 2030.
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Chapter 5

5. MTEF: Policy Issues and Prospectus

5.1. Medium Term Expenditure Plans in other term known as

Medium Term Plans (MTP’s).

Medium Term Plans is a program, which outlines the activities of every Vote.
It consists of three components: the Medium Term Plan, the PEMP
Frameworks and PEMP data. These are programmes that consist of
ministerial goals and objectives, performance efficiency programmes,
measurement indicators of line ministry’s Performance Effectiveness

Management Programmes and other relevant information.

5.1.1 Medium Term Plan

It is divided into nine sections and provides information on objectives of the
Vote relating to the expected outcome to be achieved, information on

Ministerial Targets, total funds allocated to the Vote for the past threes years
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and projections for the upcoming MTEF period. This fund is allocated
through the operational budget, development budget and donor budget
support. The annual operational budget and development budget should
correspond with the ceilings of each Vote. It provides information on the
priorities that line ministries have set for themselves for the MTEF period, on
the allocation of funds by programme and it also outlines a descriptive
information about the programme, this includes the associated costs of each
activity carried out under each programme. The indicated costs covers the
whole MTEF period in its three years programme budgeting. MTP highlights
the Vote’s expected impact on the programme the external resources from
development partners pertaining to the Vote and how it is intended to be used
for each programme. It also comprises of the key financial data on Parastatals

and funds that falls under the Vote.

5.1.2. Performance and Effectiveness Management Programme

(PEMP)

Toward the end of 1998, the Efficiency and Charter Unit (ECU) in the Office
of the Prime Minister launched a Performance and Effectiveness Management

Programme (PEMP), (MTEF 2001/02-2003/04). It was aimed at achieving



78

more effective and efficient public service. It is an essential programme as it
provides a clear link between that budget and O/M/A’s performance. PEMP is
designed to help in the tasking and management of public organisations

providing the spur to improve services delivery and efficiency.

PEMP is a fundamental underpinning the move toward programme budgeting.
It enables the ministries to focus on outcome and on what is actually being
achieved. PEMP contains all the indicators and all approaches used to
measure performance. It provides bases that enable the line ministries to
analyse the works and to optimise the outcomes using different input
proposals. It makes a system more transparent especially when reporting on
achievement rather than providing mere details of spending. It enables the
public to hold the line ministries accountable for their result as line ministries
are compelled to produce an accountability report based on outturn against

PEMP.

PEMP frameworks

PEMP frameworks are based on government objectives in sector rather than

Ministry’s functions, whilst the government objectives are in accordance with
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NDP’s. The framework contains strategic decision-making, tasking and

accountability, operations and administration.

The aim of PEMP framework is to derive the PEMP measures that apply to
each objectives of the vote which is the same objective that appear in the
ministries Medium Term Plan

The outcome base objectives and supporting measures of achievement have
been developed and introduced for the first time into the budget hearings of
2001/02 financial year. The frameworks has been approved by the cabinet and

applauded by both parties, the line ministries, MoF, NPCS as well as OPM.
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The table 4: below illustrates the basic structure underlying the PEMP

frameworks:
| I 11
Strategic Decision Making Tasking and | Operational
Accountability
1 2 3 4 5 6
Objectives | NDP Other | Ministerial | O/M/As | Management
target Targets and information
other
executiv
e units
Objective | Measure | Measure | Measure 1 | Measure | Measure 1
1 1 1 1
Objective | ... Measure | Measure 2
2 2

Administration

[esue T JVewue 1

Source: Ministry of Finance (2006:41). Adopted from MTEF 2006/07 —2008/09

PEMP framework table consists of three major columns numbered I-III and
six sub-columns number 1-6. The first column illustrates the ministry’s
objective as it appears in MTP’s. Sub-column 2 shows the NDP targets
related to the objective. While sub-column 3 lists other measures that are also
useful in making the strategic decisions.

The second column Tasking and Accountability outlines the ministerial targets

relating to objective, the fifth sub-column shows O/M/A’s and executive units
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indicates the set of accountability indicators related to objectives applying to

executive units apart from the Minister.

The last column operational-contains the indicators of general management
purposes and monitoring information related to objectives needed for
management purpose and does not necessarily represent specific targets.
Finally, the administration is the section that indicates the effectiveness and
efficiency of administration. It outlines the measures applying to the function.
However the administrative activities operational measures applies only to the

two sub-columns, 5 and 6.

5.1.3. PEMP data

Indicates the objectives of the vote in accordance to the objectives in MTP’s
and PEMP frameworks. Unit measurement of performance of these measures
can be in dollars N§, percentage, or time period depending on the nature of
what is measured and the value of the measured for the respective periods.
The information is presented in actual figure, estimates or forecast. This
depends also on the availability of information or perhaps when it refers to

future events.
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During 2005/06 MoF conducted a training course for officials from the line
ministries on how to compile their MTP’s. Generally, the training was
successful as ministries have succeeded in improving the quality of their
MTP’s. However some difficulties have been experienced with the current
2006/07 PEMP framework and the PEMP measure, as some line ministries
PEMP frameworks and PEMP data did not reflect the NDP’s national

objectives properly.

5.2. Problem faced Implementation of MTEF

Namibia has adopted the MTEF budgetary policy initiative in 2000, as an
intervention strategy to address the link between policy making, planning and
budgeting, strengthening fiscal policy management and facilitate as well as to
actively encourage the allocation of resources to strategic policy objective in
the Medium Term Framework (Cabinet resolution no.3/26/02/02/2001). The
aim was to improve the narrow one-year planning horizons in which the
budget was formulated and executed. MTEF was introduced as a guiding tool

for the three-year period where targets could be fixed, constantly monitored

and reviewed.
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The policy was implemented in 2001, however it was hampered by a number
of problems, (BoN discussion paper10 August 2001). The main problem that
hampered the smooth running of MTEF policy was the budgetary planning
process; the expenditure did not reflect the planned policies as outlined in the
National Development Plan (NDP). The objective of performance and
Effectiveness Management Programme (PEMP) were not logically linked to
the line ministries expenditure proposal. Objectives were not measurable and
unlikely to be attainable. There was lack of integration between the
development and operational budget, the policy maker lacked coordination
between line ministries and other bodies responsible for budget formulation
and find shortage of adequate trained and skilled technical staff to undertake

the budget planning in the country.

The problem did not only affect the Ministry of Finance but also affected the
Bank of Namibia. As a result the responsible bodies have decided to change
the approach as well as to introduce a ministerial budgeting committees. In
addition, the change has encouraged the active participation of management in
the budgeting process. It was also a good way of shifting from authoritative

budget approach to participatory budgetary approach.
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Establishment of Ministerial budgeting Committee enhanced the participation,
transparency and responsibilities. This committee consists of planning,
finance, human resources and secretary. The committees is responsible for
reviewing the budget for MTEF period, review Performance and Effectiveness
Management Programme and other strategic policy documents, monitor the
progress against plans, ensure the provision of necessary training to the staff,
allocate resources based on objectives and priorities, disseminate the
government wide budget, as well as planning and associated materials. The
formation of ministerial budget committee is a great step that would be made
successful by the full support from regional budget committee in formulating

the budget.

In addition to the above problem several line ministries do not comply
adequately with the procedure in place and do not exert sufficient discipline in
their process. Subsequently, supplementary budget would be required and it is
still a large amount required, this is a poor monitoring system that derived
from careless handling of the commitment register, which caused the

appropriation budget to be exceeded. Despite much effort to improve the
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system the main problem still lies with the current practice, whereby the

MTEF target is set every year making it difficult to monitor the target

5.3. MTEF Prospects

The primary objective of MTEF budgetary policy is to provide the basis for
the realization of the National Development objectives. The policy seeks to
enhance job creation, reduction of poverty and inequalities and promote
economic growth. Namibia Medium term spending plans are guided by
social, economic and development priorities. Funds are planned for capacity
building. Robust growth for health services, education, welfare and social
security, the African development agenda and continued improvements in the
criminal justice system. There is a need for improving public sector
administrative capacity for ongoing service delivery improvement and
sustained growth. Effective training and skills development, well-targeted
mobilisation of private sector capacity, is key to meeting growth and

development goals for 2030 and beyond.

The economic growth is pursued through investment in economic

infrastructures in order to enhance the country’s attractiveness as an
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investment location of which employment opportunities are create as well.
MTEF budgetary policy seeks to facilitate access to finance by consolidating
the capital base on newly established development programmes, to enable
them to lend financial support to variable projects that support economic
growth and job creation. It seeks to invest in human capital development to
ensure skilled and healthy labour force that drive national development. With
the HIV/AIDS pandemic threatening the labour force, the budget is making an
effort to curb further spending and provide support to those infected with the

disease.

The MTEF 2006/07-2008/09 budget framework gives greater motivation to
economic growth and broad-based development, through strategic economic
investment, progressive improvements in social services, and continued focus
on improving government administration and services delivery. Enhancing
public service delivery remains the key priorities over the MTEF 2006/07-
2008/09. It has been the government’s consistent theme to reconstruct and
develop policy framework to transform the public service institutions since
1996. Furthermore, the government wants to invest in new agriculture
programmes and fisheries in order to promote the diversification of these

sectors and generate export-earning opportunities for employment. The
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government has come upon many challenges in achieving this aim; some have
been related to resource allocation whilst others are related to quality and
effectiveness of spending.  Medium Term Expenditure Frameworks

encourages line ministries to live and spend according to their ceiling.

5.4. Additional budget

The government has established a tradition of not appropriating additional
fund over and above the main Appropriation Bill. The purpose is to promote
fiscal discipline as well as to encourage proper budget planning by O/M/A.
According to Amadhila (2006) this year’s additional budget does not deviate
from the standing promise but it is aiming at redistributing the funds that was

already appropriated in the main budget to re-allocate it to different Votes.

It is the government policy not to transfer funds from one vote to another; the
cabinet should approve such transfer. Thus, this year’s additional budget is
part of the ceiling, which was already approved and allocated under the vote of
the OPM. This fund does not only pertain to the OPM, it is meant for the
improvement of the condition of Service for the Public Servants. Hence,

should be redistributed to the rest of the votes in accordance to the State
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Finance Act. Besides, some Vote in the Development Budget realized a
savings whilst some Development projects fall shorts of funds. Therefore,
fund has to be withdrawn from one vote to fill up the gap. In addition urgent
needs that cannot be put on hold till the main Appropriation arose so some
requests for new allocations was also brought forward. It is therefore against
this background that this year, MoF was compelled to present an Additional

budget.

In the 2006/07 MTEF made a provision for an amount of N$190.8 million for
the improvement of conditions of service for the civil servants and was
allocated under Vote 2 of the OPM. This provision was made following a
pending negotiation between the government and the Namibia Public Workers
Union (NAPWU). Now that the negotiation was concluded, the funds have to
be redistributed to the various Votes through the Additional budget. However
the Additional Budget has increased the appropriated amount of N$190.8
million with an amount of N$5.83 million that was not appropriated in the
main budget. This amount has to be implemented in the first-phase of
agreement during 2006/07 financial years. Furthermore, MTEF’s
appropriation for the second phase starting 2007/08 was an amount of
N$171.4 million instead of the additional budget requested an amount of
N$380.6 million for this phase, leading to another shortfall of N$209.2 million

additional to the appropriated amount.
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In addition the government is expected to announce a general salary increase
of 5 percent for all civil servants. An amount of 171.4 million was provided
for the current phase. But it was indicated that the whole exercise would
require an amount of N$686.0, to be accomplished, which leaves again an
additional amount of N$514.7 million not appropriated. More details of these

spending will be explained in the up coming financial year’s budget.

The Additional budget has also availed money for the construction of the UN
House in Namibia. An amount of N§ 2.0 million was raised within Vote 7 of
Foreign Affairs and the remaining difference of N$18.98 million is proposed
to be transferred from the Development Budget of the following Votes: - vote
2 of the OPM an amount of N$5.8 million, vote 14 of Ministry of Labour an
amount of N$1.08 million, vote 16 of Ministry of Justice an amount of 12.0

million, and vote 25 of Ministry of Lands an amount of 1.0 million.

Minister Amadhila has pointed out that despite the fact that there is an
Additional budget, this year’s requests for additional fund were relatively low
compared to pervious years and hopes it continues this way. In spite of all the

indicated shortfalls, 2006/07 MTEF performance has recorded a surplus of 2.2

percent of GDP.
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Chapter 6

6. Summary, Conclusions and Recommendations.

6.1. Summary

The MTEF budgetary policy is the key budgetary document that sets
government expenditure plan for the next three years. MTEF formulation
process and procedure is embarked upon and implemented by the existing
management structures, the budget government structure did not change.
However, what changed is the budget process, shifted from incremental
budgeting to rolling program budgeting in the Medium Term Expenditure
Framework. The budget reform is crystallised by the introduction of
programme budgeting, moving budget decisions away from organizational

units and expenditure items toward programmes and attained results.

To this end MTEF policy is achieving its targeted objectives, improving the
balance of state finance by planning the fiscal policy in medium term and

developing a realistic resource framework, expanding the resources allocation
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to government priorities by extending the planning period, improving the
financial planning in the line ministries by increasing the predictability of the
available resources. It improves the recurrent cost planning implications for
capital expenditure and provides the private sector with relevant information
on budgetary policies that will enable them to make informed investment
decision. Conversely, MTEF has served as a guiding tool for the three years
period, its targets could be fixed, constantly monitored and reviewed.
Currently the targets are set on a yearly basis of which it is difficult to monitor

the MTEF targets.

6.2. Conclusion

The reforming of budgetary process from the line item budget to a three years
rolling budget of medium term expenditure framework, allows resources
allocations to be determined by expenditure policies and priorities. In the
process the micro and macro economic objective, expenditure control,
resources utilisation, and programmes are in conformity with the government
policy objective, promoting efficiency in the public finance. Moreover the
government objective and target since implementation of MTEF was to reduce

the budget deficit to 3 percent, to manage public expenditure and debt stock in
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the range of not more than 30 and 25 percent respectively. For the first MTEF
period 2001/02 to 2003/04 the government has failed to reach its target set on
both deficit and debt ratio percentage of GDP. During that period deficit stood
at 4,8 percent instead of 3 percent whilst debts were 27 percent instead of 25
percent. 2005/06 financial year that recorded the first half of MTEF second
period, show a slightly improvement on deficit, it decreased from 4, 8 percent
to 4,2 percent. However debt ratio deteriorated from 27 to 30 percent.
Nevertheless, 2006/07 financial year indicates a prospect future, during the
supplementary budget in October 2006 MTEF forecasted a decrease in debt

ratio of 27 percent, whilst accounted a surplus of 2,2 percentage of GDP.

Despite the MTEF failure to meet its target on deficit and debt ratio
percentage of GDP, the government micro and macro fiscal polices has
succeeded, channelling its resources to various programmes. As part of micro
fiscal policies the government has increased the social pension by 23 percent
moved from N$300-00 to N$370-00 per month. During the period under
review more than 3000 ex-combatants were integrated in the security forces.
Further more, antiretroviral programmes has spread to all district hospital and
provides maintenance and foster care grant to over 70 percent OVC

countrywide. It also manages to decrease infection rate of HIV/AIDS among
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pregnant women to 19, 7 percent. In attempts to achieve its development
goals and improve the people’s living condition, the government through its
medium term expenditure framework built and renovated about 273
classrooms, electrified over 315 rural areas locations, provided 20 clinics in
different regions across the country, completed phasel and 2 of northern
Railway extension. It establishes the new transmitter network for the National
Broadcaster in Tsumkwe, and launched industrial Parks at Opuwo, Omuthiya,
Khorixas, Ondangwa and Ovitoto. 2006/07 MTEF ensures stability, promotes
investment in the productive sector and supports interventions that would
create wealth and employment. The MTEF strikes a balance, improving fiscal
consolidation and increase investment for economic growth. The country’s
economy and political stability assures the confidence of domestic and foreign
investors. Through assessing the MTEF budget exercise it reveals that most of
the achievement has yielded from operational however it addressed the MTEF

objectives enumerated in MTEF 2001.

Generally the economic prospect has improved. Conversely, pressures for
redistributing economy is likely to increase, the government is still spending a
lot on personnel expenditure than on development or capital programmes and

these are some of the challenges the government need to address on time. The
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country has made a commendable progress towards a modern system of
budgeting. There is quite adequate system of budgetary tools in place, but
there are still some shortcomings experienced in the system. An Integrated
Financial Management System was introduced to improve the operation in the
Treasury Management System. Then again, Treasury’s position during the
budget execution process is still characterised by lack of information.
Treasury advises line ministries to ensure that their accounts remains within
their budget limit, but they are still not in position to match them against the
budget authorizations. To perform that task efficiently, treasury needs timely
and reliable information at the beginning of budget implementation, (Stein, et
al 1992). Procedure to control unauthorised budget payments are specific and
detailed, yet many unauthorised spending do still occur, which afterward
cannot be easily reversed. This weakness in the monitoring system derives
from faulty handling of commitment register. The neglect of the commitment

register causes budget appropriation to be transcended.

As recognized by the IMF mission the government should position itself and
channel its funds on programmes aiming at developmental programmes such
as alleviating poverty and encouraging the people to be self-sufficiency in

food production. For the government to improve the economic growth it
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should think of expanding the economy, instead of maintaining the narrow
base economy, and relying on single sources. The government should
diversify its economic resources by developing other fields. As indicated that
Namibia’s margin of economic growth is low thus it is the government’s
responsibility to expand it by considering of opening up the budget and
creating a platform that allow the fully involvement of private sector in the

economy.

The effectiveness of budgetary process can be achieved if critical elements
such as: - Planning of expenditures, allocation of resources to programmes,
monitoring the expenditures, controlling the levels of expenditures, evaluating

of expenditures are effectively implemented.

6.2. Recommendations

The Office of the Prime Minister is pro-active in designing a roadmap toward
efficient, effective and accountable Public service delivery and socio-
economic transformation. However, to strengthen the link between resource
allocation and results, the country should introduce a performance dimension

to budgeting systems. Such planning of public expenditures is geared towards
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the achievement of explicit and defined results. The government strategic plan
should be connected to the National planning and co-ordination processes. It
should include vision 2030, the third National Development Plan or NDP3, the
Medium Term Expenditure Framework (MTEF), and Public Private
Partnership policy framework. Furthermore, the budget reform needs to be
executed in a strategic manner thoroughly linked to other public sector reform
process such as improvements to public financial management systems. The
government should introduce a mechanism that combines the sector and
national level policy processes together. This can be done through policy
hearings, sector working groups and public expenditure review process, which

cover all sectors and are institutionalised within the budget process.

Although Namibia has a commendable budget tool in place, the budget
document does not provide comprehensive information. Therefore, as a public
document it should provide reliable, readily understandable by the public and
timely information. In this case, the MTEF document lacks quasi-fiscal
activities and tax expenditure. As mentioned before that MTEF target are set
every year, this also makes it difficult to have a regular in-year reports on
expenditure and revenue. For the improvement of the system this should be

reconsidered in order to enhance the MTEF efficiency and effectiveness.
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Furthermore, the Auditor General’s office as a government watchdog should
provide their report on time to assist the budget committee in preparing the
national budget. The Audit report should also be readily available to the
public. In the absence of pre-budget statement or citizen budget as it is known
in some countries, the public is not free to participate in the budget activities,
Despite the fact that the government is using performance indicator as part of
Performance Effectiveness and Management Programme, quality information

to measure and assess the budget performance are still lacking.

The budget preparation body should do a thorough analysis of actual
expenditure trends, on how various sector are financed, identifying the key
sector cost driver, costing implications of policies and projecting future
financing scenarios. This will enable managers to provide and use accurate
information on how much resources are needed and what is available as at that
point. Additionally, they will be able to link discretionary resources to policy
priorities.  Provision of alternative resources scenario can strengthen
prioritisation. Performance monitoring and reporting system have to be
streamlined. The MoF as a leading ministry should select a core set of
indicators that will be used as a policy dialogue with line ministries. The

report should focus on output rather than inputs in order to create greater
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accountability for results. Furthermore, MoF should introduce a control
measure by imposing penalties when the ministry overspends or give rewards
when the ministry produce efficiency savings. They should also penalise
them, when they fail to produce budget submissions of sufficient quality and

use performance information during the resource allocation processes.
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Appendices

Structure Interview Questions

1. What are shortcomings of the previous budget approach?
2. What are the issues that lead to the emergency of MTEF?
3. What does MTEF aiming at?

4. How effective is the reformed budget process

5. Now that Namibia has implemented a new budget system,

how does its fiscal policy achieving micro and macro fiscal

goals?

6. Since the introduction of MTEF is there any change in
macro economic stability, how?

7. According to your view to what extent is Medium Term
Expenditure Framework, is implemented?
o Full implemented

o Partly implanted
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8. What is the different between the line item budget
preparation process and the MTEF?
9. What are the developments brought about by MTEF?
10.If MTEF is succeeding why do the government still have
additional budget?
11.PEMP was introduced in 1999 but it is regarded as part of

MTEF how does it fit in?




	Image00001
	Image00002
	Image00003
	Image00004
	Image00005
	Image00006
	Image00007
	Image00008
	Image00009
	Image00010
	Image00011
	Image00012
	Image00013
	Image00014
	Image00015
	Image00016
	Image00017
	Image00018
	Image00019
	Image00020
	Image00021
	Image00022
	Image00023
	Image00024
	Image00025
	Image00026
	Image00027
	Image00028
	Image00029
	Image00030
	Image00031
	Image00032
	Image00033
	Image00034
	Image00035
	Image00036
	Image00037
	Image00038
	Image00039
	Image00040
	Image00041
	Image00042
	Image00043
	Image00044
	Image00045
	Image00046
	Image00047
	Image00048
	Image00049
	Image00050
	Image00051
	Image00052
	Image00053
	Image00054
	Image00055
	Image00056
	Image00057
	Image00058
	Image00059
	Image00060
	Image00061
	Image00062
	Image00063
	Image00064
	Image00065
	Image00066
	Image00067
	Image00068
	Image00069
	Image00070
	Image00071
	Image00072
	Image00073
	Image00074
	Image00075
	Image00076
	Image00077
	Image00078
	Image00079
	Image00080
	Image00081
	Image00082
	Image00083
	Image00084
	Image00085
	Image00086
	Image00087
	Image00088
	Image00089
	Image00090
	Image00091
	Image00092
	Image00093
	Image00094
	Image00095
	Image00096
	Image00097
	Image00098
	Image00099
	Image00100
	Image00101
	Image00102
	Image00103
	Image00104
	Image00105
	Image00106
	Image00107
	Image00108
	Image00109
	Image00110
	Image00111
	Image00112
	Image00113
	Image00114
	Image00115
	Image00116



